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PROCEEDINGS

DIRECTOR MEYERS: Peoplewill joining us aswe
go. And |l am Ed Meyers. Wewill betaking arolecadl
pretty soon.

The purpose of thiscdl isto discuss the cost
benefit study released by the ICF Consultants a the FERC
open meseting of February 27, 2002, and so we are just going
to have a discusson here to help you file your comments.

Asyou know, comments are due April 9 and reply
comments are due April 23. | think our discusson here
this morning will dso help prepare for future State,

Federd, regiond pand meetings which will be policy
oriented and perhaps held out in the Midwest and the other
regions.

What we are going to do starting off hereisjust
introduce oursalves here at the FERC and dso the ICF
Consultants and then we will take our role call.

MR. RUSSO: My nameis Tom Russo. | am assigting
Ed in the State, Federd effort here at FERC.

MR. MERONEY: ThisisBill Meroney. | wasthe
FERC Project Manager for ICFs work.

MR. WHITMORE: | am Charlie Whitmore. | am
technica help on the cost benefits study.

DIRECTOR MEYERS: And let'sgoto ICF.

MR. TURNER: Tim Turner of ICF Conaultina. | was



the Project Manager at |CF for the work that was done.

DIRECTOR MEYERS: Gresat. Let'sgotothe
dates. We can go state by state here starting with
Arkansas and if you would give your name starting with
Commissoners and then gtaff.

We have Commissioners Sandra Hochstetter and
Lavenski Smith. Sam Bratter, Mary Connan and Richard
Howell.

DIRECTOR MEYERS. Wewdcomeyou. Wewill goto
lllinois

| guess| am the only one here. Ken
Haundreizer. | am asssting Commissoner Kretschmer.

DIRECTOR MEYERS. Good morning. Go to Indiana

David Ziegner and Karen Boychen.

DIRECTOR MEYERS. Good morning. lowa, please.

Mrs. Diane Munns and with me are John Pierce,
Carmen Bay and Dan Fripp.

DIRECTOR MEYERS. Um-hmm. Good morning and
Kansas, please.

Thisis Commissioner Wine, John Wine, and
Commissoner Cynthia Claus with gaff members Dana
Bradberry and Kyle Clem.

DIRECTOR MEYERS: Okay. And Kentucky.

Commisson Martin Hudsmann, Bob Spurlin, and

Gav Gillis



(Ohio interrupts.)

DIRECTOR MEYERS. We arein Kentucky right now,
but we will be getting to Ohio pretty soon.

Richard Wrap and Martha Morrison of staff.

DIRECTOR MEYERS: Great. Michigan?

Nick Heiser, | am the representing David Svanda.
Daveis on the research collaborative group. Heistied up
with legidative committees this morning.

DIRECTOR MEYERS:. That'sgood. Wewill goto
Minnesota

Burl Harr. | am executive secretary with the
Commission and with me Claire Barron, Greg Scott and Nancy
Campbdl who is a Federd liason with the Department of
Congress. Also Clark Campbell from the staff. We are
expecting a couple other commissionersto bejoining us.

DIRECTOR MEYERS: Wecome, Missouri, please.

Mike Proctor on the staff of the Missouri
Commisson. Steve Gaw and Commissioner Smmors will be
joining uslater. Also Scott Helm here on the Missouri
Commission.

DIRECTOR MEYERS: Do we have Nebraska?

(No Response))
DIRECTOR MEYERS. Now, let's go to North Dakota.
Commissoner Susan Wefdd. With meis staff

membe Miles Giller.



DIRECTOR MEYERS: Ohio, please.

ThisisLiz Durting. | am the Federd Energy
Policy Coordinator and Rick Lahon, the Chief Commissonis
with me. We have some other staff members who were
interested, but they are not going to be ableto joinin
because they are a the MISO meeting today.

DIRECTOR MEYERS: That will befine. And let's
see. South Dakota, please.

We have Commissioner Pam Nelson and Bob Sergeant
and staff people: Dave Jacobson and Lorraine Lease.

DIRECTOR MEYERS: Let's seeif we have covered
the Midwest. Do we have Wisconsin here?

Y es, commissioner Burt Darr. Staff members John
Fry and Scott Colman.

DIRECTOR MEYERS: Great. Did | leave anybody
ese from the Midwest?

OKLAHOMA: You left out Oklahoma.

DIRECTOR MEYERS:. Didn't want to do that.

Commissoner Denise Bode's office. She will be
hereinaminute. Thisis Linda Guthrie and staff aso.

DIRECTOR MEYERS: Do you want to identify the
staff?

Ed Ferar and Kim Zimmerman.

DIRECTOR MEYERS: Great. And anybody €se on the

cdl? Ohio.



For Ohio | want to add Jan Curlack.

DIRECTOR MEYERS: Okay.

ThisisWes Virginia | guesswe are not sure
if we are Midwest or not.

DIRECTOR MEYERS. Okay. Wecome to the call.

Dave Ellisfrom the Wes Virginia $&ff.

Charman Williamsis supposed to try to join us, but heis
not here right now.

DIRECTOR MEYERS: That will befine. Anybody
dseonthecdl?

Thisis Sam Ogle from the Illinois Soringfied
office.

DIRECTOR MEYERS: Which commisson?

[llinois Commission.

DIRECTOR MEYERS: Anybody ese?

Likewise Tennessee, we are not sure where we
belong. Thisis Dan McCormick with the gaff. Also Ruth
Babler and Director Maone may join us later.

DIRECTOR MEYERS. That's great. Welcome aso.
Any other people?

(No response.)

DIRECTOR MEYERS: All right. We are not going to
have a presentation here this morning. Y ou have got the
report and read it and absorbed it to some degree.

Sowe arejust goina to kind of aet riaght into



This mesting is transcribed and we issued a
Noticeonit. We arefollowing the FERC Order of November
9 of 2001, and so we are going to ask you to introduce your
names before you speak and even though we know many of the
people who will be cdling, just go ahead and give your
first and last names and your state when you talk.

And we are just going to now get right into it
and see what questions or comments that you have reative
to the cost benefits study.

UNIDENTIFED CALLER: Who is gtaff and who isthe
|CF staff?

DIRECTOR MEYERS. Wedid that. | am Ed Meyers
and | am Director of State Relations here at the FERC.

MR. MCLAUGHLIN: Mike McLaughlin, the Director of
Tariffs and Retes Centra in the Market of Tariffsand
Rates.

MR. MERONEY: Bill Meroney. | wasthe FERC
Project Manager for this study.

MR. WHITMORE: Charlie Whitmore. | do Strategic
planning a& FERC and helped out with the study.

DIRECTOR MEYERS: Tom Eusewill bejoining us.
Let'sgoto ICF.

MR. TURNER: Jm Turner. | was THE Project

Manager for the FERC study and manaoed it between the order



of November and when it was issued on February 27.
DIRECTOR MEYERS:. Okay. Now, that dl those
preliminaries are out of the way, let's get right into it.
What questions or comments do you have?
MR. ELLIS: Thisis Dave Ellis from West
Virginia. | guesswe have kind of aclarifying question.
We would like to ask about the benefit analysis.
Specificaly maybe throughout but on
gmdl -- in summary, we might focus on that where you show
assumptions from base case ranging from 400 million dollars
in 2004 to 6.2 hillion dollars for the entire period maybe.
The entire period savings is represented to be a
net present vaue none. The way we are looking at though
it doesn't look like you took out the start up costs from
that number.
So are we correct in assuming that that 6.2
billion dollars that shows up in that table is not net of
start up costs?
MR. TURNER: Thisisdm Turner. Yes, that's
correct.
MR. ELLIS: Inyour andysswhich are assumed to
be from hdf abillion dallarsto five billion dollars, get
areal net number would be subtracted out of there?
MR. TURNER: That'sright. The benefits you see

there are srictly within the modd. We are trvina to keep



that digtinct so that people don't get confused. Anditis
not that difficult to do the net from there.

MR. ELLIS. Okay. Just wanted to clarify that.

MR. GILLIS: ThisisGary Gillis, Kentucky, and
we have been looking a some reviews of the andysis and we
aso have some of our own questions.

But could we get a copy of the RFP that was
issued to I CF to see the work that was supposed to have
been done?

DIRECTOR MEYERS: Yes, we can do that. Wewill
send it to Kentucky, to you Gary.

MR. GILLIS: Yes, that would be good. | guesswe
are wondering about some of the assumptions, some of the
inputs.

We are just wondering what additiona generation
has been included, what additiona codsts of transmission
have been included, what upgrades have been included. You
know, the additiona costs that have gone into the study
and particularly naturdly asfar as our areaiswhat we
are concerned, but what additiona merchant plants were
included, where they were included. Basic assumptions as
far as the study was concerned.

MR. TURNER: Jmat ICF. | think that involves
both a procedurd question for the Commission regarding

further information and a0 mavbe alittle bit of
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discussion from me on what is actualy an input assumption
and what comes out of the modéd!.

MR. GILLIS: Okay. We would like any information
we could get, certainly.

DIRECTOR MEYERS:. ThisisEd Meyers. Do we have
aligt of assumptions somewhere in this that we could
provide?

MR. TURNER: Yes, we actudly have taken the
assumptions document that you al were seeing during the
process and taken out anything that we considered
proprietary and that's actualy available right now.

S0 that's something that could be given to folks
that gives them more like 50, 60 assumptions presentation.

DIRECTOR MEYERS: So we can send out, what, 50,
60 assumptions you say to everyone in the states?

MR. TURNER: Yes.

DIRECTOR MEYERS: Wewill be doing that. When
can we do that? Today?

MR. TURNER: Probably, yes. It has been
completed. So aslong as| can make sure that that's been
goproved at the senior levd, then it should be dl right
for rdease. We dready made the changes they suggested.

MR. ZIEGNER: ThisisDavid Ziegner from
Indiana. | didn't mean to interrupt Gary, but Gary had

requested the RFP. Could we also qet a copv of that,



please?

DIRECTOR MEYERS: Yes. And perhaps we should
make that available unlessthere is a Federal or whatever
restriction, there is none that we know of.

MR. RUSSO: Thereisnone.

MR. MERONEY: I think it is a public document
which should meen that we do everything from e-mailing it
to everybody on thislist or putting it on the web.

We need to look into that, but it isa public
document so there should not be any barriers doing any of
those things that | can think of .

DIRECTOR MEYERS: Wewill send that and we will
send the ligt of assumptions. We will have to clear it
through here so we don't know how long that will take, but
those things will go out to everybody.

MR. GILLIS ThisisGary Gillis, Kentucky
again. You mentioned that some of the proprietary
assumptions could not be disseminated. Can you share what
some of those proprietary assumptions are?

Not specificdly, but generdly.

MR. TURNER: Jm Turner & ICF again: Yes, the
system -- the modding framework that was used was
origindly primarily developed for the Environmenta
Protection Agency.

Asareallt, it has been larady publicly



reviewed and released. However, there are afew specific
areas that |CF considers to be proprietary knowledge that's
been developed over many years.

Typicdly they are not the ones that people are
that interested in. However, they would be things like the
details of the cod supply. Thereis 40 some cod supply
regions that we represent. The details of each of those
regional coa supply curves would be considered proprietary
by us.

That's the kind of thing that would be not given
out publicly. Itisthekind of thing we share with
clients. Itisto protect ourselves basically.

DIRECTOR MEYERS: Jm, how about if we just list
somewhere in the assumptions away that doesn't give avay
anything of a proprietary nature, the generd
characterization of what those proprietary type assumptions
are? Can we do that?

MR. TURNER: | will make an atempt at that.

DIRECTOR MEYERS: Okay.

MR. TURNER: Itisavery complex modd. | can
identify some of those quite eadly. | can't guarantee it
will be fully comprehensive,

DIRECTOR MEYERS: That will be great.

MR. TURNER: Of course, we redlly don't release

some of the code. We areredlly takina about people

13



dissecting the modd. Sometimes they want the actua code
s0 they can run it themsdves.

It isnot that kind of apublic modd. But |
will make an attempt to characterize those assumptionsin
some detail. Describe them at least.

DIRECTOR MEYERS: Okay.

MR. TURNER: | just wanted to mention that on page
28 of the study, thereis that docket graph of that
framework and you can see what goes in versus what comes
out.

If you are interested in, for example, merchant
plant billsin Kentucky, some of those will be inputs
because we include announced plants, plants thet are
dready in condruction and that are going to be built in
the next couple of years. Those are input assumptions.

Output assumptions would be other plants that the
model decides to build on its economic basis. Y ou need the
modd output to see where plants are built. That'sa
question for the Commission.

What leved of output are they going to release
from these computer runs basically.

DIRECTOR MEYERS: Okay. Good.

MR. PROCTOR: ThisisMike Proctor with the
Missouri Commisson. Aslong aswe are asking for things,

the tables that showed the savinasin cost, costs --
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MR. RUSSO: Which tableisthat?

MR. PROCTOR: For example, table 37 on page 65 of

the report splits it up by component which isinteresting,
but I am wondering if it would be possible to get ICF's
estimate cost for each of these cases by region rather --
in addition to just overdl.

MR. TURNER: | am not sure who should answer
that. ThisisICF agan. The Commisson basicaly owns
the runsin the output. They pay for them and they pretty
much own them.

MR. MERONEY: ThisisBill Meroney. | think
thereistwo levelsto thisquestion. Oneiscanit be
extracted from the modd to put it in away that's useful
to people, and then the second judt isit, you know, will
it be made available or not which is obvioudy something
that we would need to run through everybody here.

And so maybe we should try and answer the first
one firg and give people a sense of what they would get.

MR. TURNER: Do you want meto do that, Bill?

MR. MERONEY: | would suggest this. Itisbest
coming from you.

MR. TURNER: Wédl, again, Jm Turner a ICF.

Y es, the modd will be generating these kinds of production
cogts for each of the model regions.

S0 to the extent that vou can aet downto a

15



particular model region, these kind of costswill be
reported by the modd.

There can be some interpretation issues with
production cogts only because sometimes aregion is
actudly building a plant thet actudly is going to be
sarving energy or capacity to another region, the
neighboring region.

So there can be some interpretation issues and we
wanted to report the system side costs because that's kind
of aclosed sysem. It hasgot everything init. When you
are down to the regiond level, there can be some
discrepancies, if you will, when you are looking at your
own regions for codt.

However, that doesn't keep people from looking at
them dl thetime. It certainly does come out of the

modd.

DIRECTOR MEYERS: And in previous cdlsto the

dates and the regional pands and also in the FERC open
meeting of February 27, some of the states indicated that
they would be reviewing this cost benefit andysis and
perhaps in their comments of April 9 requesting additiond
runs or additiond information that you may need to conduct
your andydsin your region. So anything further on this
table 37?

(No Response.)
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DIRECTOR MEYERS: Okay.

MR. GILLIS. Gary Gillis, Kentucky. | don't want
to dominate and ask dl the questions. | was curious about
the margin of error inthe study. | don't seethat in
there.

| am just curious what that is --

MR. TURNER: Jm Turner again. Interesting
question. If by that you mean looking for something like a
datigtical gpproach, probabilities, essentidly what we
did was try to separate out the types of benefits and make
an indication of which ones were the most important for the
results.

Y ou need a couple of different things. Oneisa
lot more computer runs because those kinds of competence
intervals are the results of kind of adecision tree
approach.

While we do that sometimes, you redlly need
dozens of runs or maybe hundreds to get that kind of
digribution of output. | think it is more reasonablein
this concept to talk about how likdy the overdl policy
effects are and then you have sort of an order of magnitude
indication of the Sze of the bendfits there.

| would argue that the range on the benefit of
being so broad tends to give you a pretty good sense of

overdl uncertainty, but thereis alot more discussons
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that you have to have to nall down the likdihood of a
particular system here.

MR. GILLIS: That begsthe question of how vdid
thisdudy is. If the inputs include announced merchant
plants which in Kentucky there are 29 announced merchant
plants which includes 50 percent generation to our existing
generation and we are grouped with other states: Ohio,
Indiana, West Virginiaand part of Illinois, part of
Virginial believe.

Our rates if you average those rates, Ohio being
the highest a 6.2 centslast look and our 3.9 cents coming
up to our region showing atwo to 3.9 percent benefit in
average rates with no margin of error, | question how you
can have avdid sudy | guess.

MR. TURNER: Wadl, thisisdmaganat ICF. |
think that | would make two comments. Oneisthat just for
your information, we don't include al announced plans.

|CF makes judgment cdls. We monitor dl the
announcements and citing process and we decide interndly
when aplant isactudly likdly to be built and most of
those announced plants probably aren't going to be built.

So thereisaquestion of not just teking alist
that's been furnished or asserted by developers, but rather
making a call about either when the shove isin the ground

and the congtruction is underway or when the permittina and
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citing processis S0 far dong it is reasonable to assume
that that plant will comeinto play. So | just wanted to
claify tha.

Asfar asthe study's vdidity, maybe that would
require alittle more on your part of what condtitutes a
vaid sudy the way you are thinking about it because
scenario andyss can be done in different ways, different
ways that actudly do characterize relevance, rdlevant
factors and can characterize uncertainty in that way.

| am curious as to what you would mean by avdid
cost benefit study.

MR. GILLIS: Wél, | guess we were looking to
determine the additional costs that would beincluded in
our area and the region and the RTO that would be necessary
to effect eectric competition and what benefits would be
derived from that.

And | guessthat'swhy | asked for a copy of the
RFP because | am not sure -- that was a question we were
trying to determine.

MR. TURNER: That could imply, for instance, more
sengtivity analyssto key factors like actud gas prices,
that kind of thing?

MR. GILLIS. Yes, perhaps. Um-hmm. And| am
redly getting in deep water because | am not an

economigt.
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MR. TURNER: That might aso imply alook at
market structure and strategic behavior which we did not do
in this study.

If that's what you are interested in, how many
the supply competition redly induces competitive artrage.
That's actudly avery interesting question and it isnot a
question that we were dedling with in thislong run
nationa concept.

MS. BODE: Denise Bode, Oklahoma | wanted to
kind of follow up on some of Jm's questions because we had
anumber of questions very smilar.

Asahit of background, Oklahoma has had hired
Oak Ridge National Laboratories and they have done modding
on Oklahoma. Both we have actudly had three phases or at
least two phases of that study.

We have actudly looked at costs, generation
costs and production costs, and we aso obvioudy looked at
our absorbable costs so we have looked forward and
backwards. Our costs are $10 a megawatt lower than what is
shown in your study, both from ahistoricd and aswell as
looking forward number is what we have.

It says Oklahoma, STP Wedt, that's another issue
because Oklahoma isincluded with the panhandle of Texas
and New Mexico and thereis only one tranamission line and

we virtudly send no power.



So putting usin for purposes of your anayss,
itwould redly -- | meanitisnot avdidinduson. STP
just used it for some analytica purposes but not for this
kind. Theonly reason STP put that in there and clearly
al our power and our transmisson iswith Kansas and
Arkansas and going east, not west. | just share that.

Theregiond concern and also the fact that we
come up with megawatts when we believe our costs are more
like 26 to 28. That's been vaidated by Oak Ridgewithin
thelast sx months. So | just want to share that with you
that the numbers for us we believe are absolutely wrong and
way off just in terms of energy prices.

And then another thing | guessistha we have a
series of questions. | think some of which can be answvered
by the input that you provide usin your study, but
obvioudy with Oklahoma being the eighth lowest ectric
prices in the country, we have avery great concern about
how the change can impact us and so this sudy isvery
important to usto look at that, just asit isto Kentucky
and some of the other low cost states.

MR. TURNER: Thisisdm Turner again. That'sa
very interesting set of comments. Let mefirst ask you: |
am guessing that you worked with Dan Hadley and company at
Oak Ridge with the -- or CADD modd?

MS. BODE: That'sriaht.
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MR. TURNER: | worked with those guys and hel ped
develop and pay for it when | was a the Environmenta
Protection Agency in the mid '90s. That modd was designed
specificaly to be used by dtates.

They were encouraged to go out with states and
they worked with other states, Ohio. Itisanice,
flexible mode that you can customize very rgpidly for
particular caculations.

| would say for your specific comments, alot
will depend on what years you are looking a&. To have
cogts that border the mid 20s of megawatt hours, it would
be interesting to see the difference between your existing
generation base today and the capital pay off to some
degree and the future -- a what point you bring in new
combined cycle plans and how much do those cost.

That would be the kind of comparison -- |
wouldn't mind looking at that study. | wouldn't mind doing
the comparison for you.

MS. BODE: | think that would be very hdpful for
us. Obvioudy phase two of our study did include and did
look at dl the new combined cycled plantsthat were on
line for Oklahoma.

So we might -- we looked at the present and ten
yearsout. Wedid do thisandysis.

MR. TURNER: Yes, the new plants tend to push



toward sort of along run, regiond cost pricing thet isa

lot more smilar over time from region to region just
because they are mostly dl building combined cycle gas so
it ends up being a gap in congtruction costs and things

like that that create regiond variations.

But over time you tend to amore Smilar price
gap. Itisquitelikey that thereisalot of detaled
date by state aggregation issue going on here which needs
to be sorted out probably.

MR. MERONEY': ThisisBill Meroney a FERC. One
of the -- | know we are not necessarily supposed to be the
ones asking the questions, but one point that might be
worth a short discusson would just be what within the
modding framework these prices that people are seeing in
the report actualy represent.

Because the regond firm dectricd pricesaea
combination of acouple of kinds of pricesin the modd.
Jm, would you want to give a short description of what's
in those prices?

MR. TURNER: Yes. ThisisJdm Turner a ICF.

What we have is a number of different demand
segmentsin each region. So the firgt thing in your
looking & an average annud price which is actudly built
up from segmentd prices, different levels of demands,

that's point one.
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Point two: Each of those ssgmentsis dearing on
asupply demand basis which doesn't necessarily come out
the same way that a production cost clearing mechanism
would give you.

It could be alittle bit different. Y ou could be
exporting to aneighboring region. That could be affecting
the segmentd price. That kind of thing.

Thirdly, thereis a capacity market that is
separate from the energy market under this framework and so
you are actudly pricing capacity that you might have to
build to meet reserve margins and that capacity vaueis
Sseparate from the energy vaue.

And those two things are put together into these
what we cdl dl in prices or you could cdl firm prices.
Because you have got your capacity secured as well as your
energy. Y ou can decompose that price down into capacity
and energy separately for each of the load segmentsina
region as opposed to just having one annud price that
includes both components. Isthat a summary?

MR. MERONEY: Sounded fairly comprehensive for
me.

MS. WEFALD: Susan Wefad, North Dakota. |
remember you previoudy referring to the chart on 66 or
were you referring to severd charts and can you tdl us

which ones yvou were referring to?
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MR. TURNER: All of the price chartsthat we
report are a combination of capacity and energy aswell as
an aggregation up to the annud levd. So that they
combine alot of separate segmentd energy prices and
capacity prices.

Each region in the mode output would be
reporting a number of segmentd energy prices and a number
of segmental capacity prices. That would be alot more
information than the information in those tablesin 66 or
any of the other charts that describe the pricing.

MR. WHITMORE: Jm, thisis Charlie Whitmore &
FERC. There was an additiond question in the Oklahoma
question that you didn't touch on | think.

MR. TURNER: Theregiona bregkdown inthe
transmisson?

MR. WHITMORE: The transmisson going esst an
opposed to west, yes.

MR. TURNER: Weél, the genera process |CF uses
to divide up regionsis based on transmission bottlenecks
that would cause price divergence. It isawaysworth
looking at a gpecific region when people have questions.

Usudly ICF hasin the past done work for clients
that's broken down STPsin this case or some other region
and we have actudly disaggregated it, looked at the

transmisson and put the reaion back toaether for
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amplicity if we think those -- bottlenecksin the region
don't cause dgnificant price diversons.

| would have to follow up with Oklahoma as far as
how that's broken down in the modd for this application.
So | think that's avalid question and it just needs a bit
more follow up than | have got here.

| need to talk to some of the transmission guys
to see how they actudly did that. So that's something we
would need to follow up with.

MR. PROCTOR: ThisisMike Proctor with the

Missouri Commission. | have acomment, then a question.

Looking at the transmission only case, your model
showed production costs decrease; but if you look at
wholesde prices, they increase overal in each of the RTO
regions. The net impact on deregulating cusomersis
detrimental. It isdifficult to understand how you tear
down trade barriers and come up with that result and it is
counterproductive.

| think the report needs to explain why that has
happened.

In addition, since there are no benefits to

deregulating cusomersin the transmisson only case, the

benefits come from the RTO policy case which the difference

between those two have to do with increased generation

deficiencies.
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And my concernis, as| looked at the report, my
concern isthere isaclear satement of what were assumed
about increased generation efficiencies, but there was no
explanation of how these efficiencies were derived or where
they came from for the parameters that were looked at, the
increase in the avallability and the improvement in the
hest rates.

And so my question: Since those increased
deficiencies are what are carrying the day for customers,
for deregulated customers, my questionis. Can the report
include more detail, explanation of how these efficiencies
were derived?

MR. TURNER: Doesthe Commission want to comment
onthat?

MR. WHITMORE: Let me bresk that into sort of two
issues. One hasto do with the transmission only case and
what one makes of the rather odd finding that costs go down
and prices go up alittle bit.

The other has to do with judtifying the
assumptions about or explaining the assumptions about
generation efficiencies.

Onthefirg part of it, | think the important
point thereisthat theimplication isthet if dl RTOs
were going to -- was to improve tranamisson alittle bit,

then the dame miaht wdl not be worth the candle. And
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that's an interesting kind of conclusion.

We have dways thought that the reason to have an
RTO was precisaly that it enabled you to have a competitive
market which would get you the other benefits.

| think what this study doesisto show that the
benefits from the markets that are built on top of the RTOs
areredly the crucid issue. | believe at least that RTOs
arein essence a prerequiste to getting those marketsin
place and working; and that's the fundamenta reason to get
the RTOsin place.

That's obvioudy a subject that we can have alot
of discussion about and | think the report nicely points up
the necessity of having that discusson.

Jm Turner, you and | taked about thisalittle
while ago; and | think you have some thoughts about the
assumptions that went into this?

MR. TURNER: Yes. Alsolet me point to page 57
of the sudy. That picture of illugtrative supply curves
there is an attempt to explain how pricing can go up when
production costs go down.

| mean we are aware of that as an issue and we
have made a gab there a explaining it, in discussing it.
It redly just depends on the dope of the region's supply
curve. If you are exporting more power and you move up on

your supply curve, even thouah the supply curveis beina
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pushed down by production cost improvements, you may dill
end up with anet priceincrease. That'sjust the way the
supply curves are &t.

Y ou can imagine aworld in which dl the supply
curves were set up such that production costs decreases
would aways give you energy price decreases.

It just SO happens that that's not the way the
generator case in the country today at least asfar as our
database is concerned.

MR. RUSSO: Isn't that because each region hasa
specific supply mix of generations so, for example, if you
are generaing power with cod plants and you have got a
large coa base as opposed to another region that has,
let's say, lower cogts, alot of hydro, you would see
different things happening.

In other words, you wouldn't have to jJump from
coal to ahigher priced source of power.

MR. TURNER: Yes, it dl depends on whether you
have got large units that have some additiond export
capability; and you sort of wak adong adack portion of
your -- then thereredly isn't abig energy impact. Itis
only if you use up your low cost supply and go to something
higher priced like a combustion turning or a pegking unit
of some sort.

That would affect these eneray price increases.

29



That just depends on which region you arein. Y ou can look
a the pedific region figure and out the fud mix and what
they are generating before and after they increase their
export.

On the generation efficiencies, those assumptions
generdly speaking are sourced previouswork. Thereisa
reason for that. The reason is that we have this very
congrained time frame to do this particular study.

| can tdl you that the kinds of approaches that
were taken in past work and thiswould be either previous
FERC andyses or Department of Energy analyses like the
comprehensive Intracompetition Act, dl which areligted in
the report earlier.

The kinds of approaches they would take would be
looking at sort of abest practice type andyss. Itisa
fairly common gpproach in engineering and in actudly
financia and corporate analyses where you look at the best
performersin an industry and you ask yoursdf whether the
under performers can catch up to the better formers.

That gets down into some fairly detaled
satistica gpproaches because you wouldn't necessarily
want the best performers. Y ou might want to average the
top 25 percent, for instance, which | understand was part
of the approach used for these generation efficiency

improvements.
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Itisnot like every plant gets to be as good as
the best plant. Rather, the plants on average move towards
the current best performing plants.

So for hest rates, for ingtance, you would ook
a how wdl other plants of the same type are performing on
heet rates and you would make the assumption and it isan
assumption that other plants under competitive pressure
will be induced to approach that other plant's performance,
thet it isdready achieving.

MR. WHITMORE: Thisis Charlie Whitmore. In your
list of assumptions that we are going to be passng around
to people, are these assumptions included?

MR. TURNER: Mot of the assumptions we were
looking at before have to do with the base case rather than
the change towards the scenarios. So that might require a
little bit more insartion of afew more dides| guess|
would promise to do in atimdy fashion.

MR. MERONEY: One of the things that was
mentioned, previous sources, would have been some of the
environmental anayses that were done for the Commisson.
We certainly would have to be looking at those.

For example, if suddenly we did a cost benefit
andyss where things got much more involved than they were
when we did an environmenta andyss of avery smilar

dtuation afew vears ago. that would be alittle
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suspicious. So we had to some extent prior examples on the
table of our own and others that were the first source of
information.

And many of those came from environmentd
andyseswherel think it is a least arguable that no one
would have an incentive to exaggerate the impacts. The
impacts that you would look a under an environmental
andyss would be fundamentaly different than the
operationa impacts that you would expect if you were
looking at the cost impacts.

So the range was kind of bounded by looking at
previous studies, other studies of efficiencies and
badcdly the postion that we were in in doing this
andydsvis-a-vis previous impact anadyses.

MR. MALONE: Thisis Mevin Maone from
Tennesee. | have afew questions. Doesit include start
up costs, and we know that in the sudy you didn't consider
operating costs. So that is a question of what would be
|eft of the net benefit if we had included al those costs?

And dso here in Tennessee being covered by TVA,
it would be very interesting for us to see the cost savings
for the TVA region under that scenario. | think that
should be included in what you would be passing around to
theregions. | don't know. That would be very hepful for

us.
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The question about the -- to me, | don't know if
you extended your study -- but | would -- | am quite
confident thet the difference in the net savings, cost
savings, may not be particularly different in dl the
different scenarios.

That would be dso aproblem if they are not
redly different from each other. My last question,
observation, iswe have changesin pricesand | look at the
TVA region to see, the scenario, in which you find thet the
prices go up or down.

In generd, even if the prices go down, we cannot
know how thiswill -- the consumer -- because the consumer
doesn't show a consumer -- so we can combine the consumer
cost savings and the other effects of the -- inmaking a
good recommendation as far as your study is concerned.
Those are my observations of the question.

MR. TURNER: Does Commisson staff have any
comment on that?

MR. MERONEY: Therearealot of questionsin
there. | don't know if | canroll dl the way to the back
of thetiming.

Maybe, Jm, you could handle the ones that you
heard because most of them | thought they pertained to the
pecifics of your andysis.

MR. TURNER: Yes, | thouaht so too. | thouaht



there were four particular questions.

Thefirg one is about the netting of the
production costs and start up costs. Part of the reason we
kept that separate was that there is arange of the start
up cost estimatestoo. Y ou have to decide which start up
cost. How many tables should we make is basicaly what
that was about.

We decided that we could let leaders take the net
off thelow end or the high end on their own and the
information is there so that people can do that.

| would argue that it is an exercise which just
let's you, you know, amultiplication of the kinds of
result tables you would have and we decided to, if thereis
an error here, we erred on the side of smplicity.
Trangparency if you will.

The gart up costs are aonetime cost. Even
though it could be paid over time, it isaonetime cost as
opposed to a stream of annud ongoing benefits. So even if
the start up cogs are on the high Sde, there is Hill
some net benefit even from the trangtion on the case,
dthoughitisasmdl -- you could argue it isasmadl net
benefit in thisingtance.

Just to address how we gpproached that issue, as
far asregiond production cost changes, | think that'sa

auestion that most reqions are aoinad to have and a couple



states have dready expressed that interest.

Inyour case, for TVA, again, that'ssmply a
question of how much more detail from the output is going
to beavailable; and | think that whole set of
informationad questionsis going to be brought to the
Commission and they will make the cal on that.

Again, the model does produce these costs and

again there are someinterregiond dynamics to those costs

which need to be kept in mind whenever you are looking at

those more detailed production costs.

Thirdly, you raised the issue of datisticdl
sgnificance and that's, to me, that's avery interesting
and somewhat puzzling methodologica question in a study
like this.

The concept of datisticd significance generaly
comes from econmetrics and the econmetrics tradition in
economics more broadly so that you areinterested in
regresson anays's, you are interested in causeghility.

You are interested in being able to link one
variable with another in adatigticd framework. To get
to gatistica sgnificance and congtant intervas, as|
sad before, can be accomplished with amode likethisif
you are very careful and if you are asking the right kinds
of questions.

Itismy view, my view persondly as an andvd,

35



that this study wasn't asking that kind of question. This
study took a much more scenaric gpproach to theissuesin
which you associate anumber of assumptions together in
different scenarios.

Y ou can take each of those scenarios and vary
them one a atime whichwe would cal peer sengtivity
anayssand you can learn alot more at least aout how
the modd works and potentially something about how the
world works when you do that; but | guess| just don't see
the gatistica gnificance concept gpplying very deanly
in this particular concept, dthough | would be happy to
condder that some more and talk to some of my colleagues
about that who have decades of optimization modding
experience.

Just put that one in the kind of question mark
spot | would say.

Then findly you asked about price impacts on
consumers and you mentioned the term consumer surplus.
Agan, avery interesting concept of thiskind of work.

Traditiond profit andyss particularly tax
andydsfocuses alot on consumer and producer surplus.

Any timethereis a change in the efficient outcome, there

Isasharing of that between consumers and producers which

istypicaly set up by ther rdative codadticity of

pricina and supply and demand.
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| won't go into that. | won't give alecture on
producer/consumer surplus.

In this context, there are a couple ways you can
look at that. One, thisis-- people ask what isthe
Impact on consumers of these production cost savings, and
my answer was that kind of andys's can be done a number of
ways. Thereare alot of gpproaches and you get into the
wholesde versus retall questions.

How much price increase or decrease actualy
passes onto some consumer's depends alot on their rate
trestment. Y ou can think of native low askind of a
contract that actualy dampens the price movements one way
or the other.

Some consumers have the prices rolled through to
them directly and others don't. That requires alot of
assumptions. Wejust didn't want to go through that in
thisinstance. And people can take a number of easy
approaches to that issue or they can take much more
complicated approachesto it.

Then afina comment on producer surplus. Aswe
did the study, it occurred to usthat producer surplusin a
semi-regulated industry is dso an interesting concept. We
a some point stopped thinking about producer consumer
surplus and started thinking about earnings.

Export revenues in a state whose prices were



going up aedso increasing. Y our exporting power and the
revenues from that is coming back into your state or your
area.

Asareault, the generaorsareganingin
revenue; but that's not necessarily a surplus that they put
in their pocket and walk away with. 1t could be construed
as earnings, earnings before interest, taxes, etcetera,
etcetera.

That may in fact be subject to further regulatory
treatment. Again, you get into a deep area of assumption
and date by ate variaionswhich in anationd long run
sudy like this, we felt it would be better to lay those
Issues on the table and hopefully that's the kind of
discussion that people will be having.

Sorry for that long answer, but it was four
questions.

MR. MALONE: Thank you. Theissue of operating
costs, snce you assume that there are so many new plans, |
think the assumption you made in the sudy that the
operaing costs may not bethat high. They may just be
margind in generd and then they may not affect the
results of the sudy, is that the assumption you used?

MR. TURNER: Yes, that's correct. In fact, we
decided that we would -- it would be difficult to

understand or -- whether you would be savina money on
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operating costs or spending money because arguably when you
consolidate existing operaions, you get something like
merger type savings.

And those can be sgnificant. That's going on
the other Sde againgt the concepts that the RTO might have
more functiondity, different kinds of jobs, auction
clearing, market oversght, other functions that current
system operations aren't doing.

So thereis sort of acost on one side and
savings on the other that we just decided was going to be a
net wash for thisstudy. So we basicaly left that kind of
net to zero and |eft it aone.

There are some interesting issues there if people
wanted to follow up onit.

MS. HOCHSTETTER: Sandy Hochstetter from
Arkansas. | amjug curious. Implicit in what you just
sad, isit accurate that one of the assumptionsin this
modd isthat you took dl generations that exist including
rate based generation that's dedicated to in alot of
states and you rolled that into the wholesale market and
assumed aretall competition for everybody?

MR. TURNER: You could say that we assumed
everything on a spot bass and you want to characterize
that as everybody hasretail access. | suppose -- you

know, again it beos a question of what happens to consumers

39



in the end.

We discussed native load requirements alot.
Thisisthe kind of mode where you can restrict generators
based on contract trestment.

For example, must you run a unit for a
requirement contract. Y ou can congtrain those unitsto be
operating even if thereis ahighest cost unit that could
be operating. In this case the issue becomes does native
loads requirement contract, do they effect the competitive
results? Do they effect the economic digpatch? And if

people with native load requirements are running more

expendgve generation, that would be something that would be

relevant and we would consder that and includeit.

| think we concluded that people are trying to
think about native load trestment right now. Itisnot to
force extendve generation to run, but rather to make sure
thet there isless expengve generation isin fact
operaing and serving load in their region.

We decided it would be incorporated into the
economic or the efficient digpatch of generators within the
region. So there is some very good issues in that
question. The way we handled it in the end was by letting
al the regions clear in the common wholesde poal, but we
are hoping that we captured native |oad trestment when we

did that and let people think native load trestment is
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increasing within their region.

MR. WHITMORE: Thisis Charlie Whitmore at FERC.

| just want to add to that asfar as| know thereisno
assumption whatever in here about retail access one way or
the other.

And to sort of restate what Jm just said: The
key thing in terms of figuring out what the savings areis
that the chegpest set of generating units get dispatched.
Now, for the sake of the modd that happens at a particular
price; but the way that Sates treat plantsthet are
dedicated to native load could vary consderably and so the
benefits from that could go to locd rate payers or not
depending on how the states sets things up.

MS. HOCHSTETTER: Isthere any way of running
thismodd and doing this sengtivity analyss thet looks
a incrementa generation requirementsin portions of the
country that don't have retail competition and are not
likely to haveit in the future and look at the benefits of
RTO relative to incrementa generation?

MR. TURNER: Y ou might have some of that dready
intheresults. You can sort out by the changesin regions
dready. Do you mean, for example, preventing the moded
from building incremental generationin some regions or how
do you mean -- what are you saying, incrementa

ceneration? How are you thinkina about?
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MS. HOCHSTETTER: | am thinking about that in
terms of any new generaion requirementsin an areabeing
served by merchant plants as opposed to existing base load
generations.

In other words, once pool requirements can no
longer be met by the load generations dedicated to native
load, looking at that incrementa generation and figure out
if it can be digpatched and sold more efficiently and
economicaly under an RTO modd!.

MR. TURNER: Yes, | think that you are probably
seaing some of that dready in these results if you were to
congder what gets built in different regions.

Some regions are building more than they need for
their own purposes, and that's because of these

interregiond trading opportunities. 'Y ou could, for

example, | mean to some degree we have got cases here where

those opportunities for regiond trade are more or less
avallable, more or less restricted; and that's part of the
RTO devdopment in these runs.

Y ou could take that to afurther extremeif you
wanted a different case and actualy prevent or prohibit,
congrain the mode from any interregiond trade that, for
someregion if you wanted to even more dramaticaly
indicate that aregion may or may not build additiond

generation when they have interreqiona trade or export as
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an option. 1 mean you could do that in amore extreme
fashion than we have doneiit, but | think it is part of
what is dready in these results.

It isaquestion of how much detail you want to
consder there.

MR. RUSSO: In the exigting report, which
specific regions sort of illustrate what Sandy is asking
about with respect to the incrementa generation more than
others?

| mean what is sort of the best example of the
regions that we have andyzed in the report? lllugtrate
thet.

MR. TURNER: Wel, the classc answer to that is
aregion which has cheagper naturd gas ddivery would bein
an advantaged position and they would build their gas
plants to serve other regions. Becauseitisless
expendve normdly you would expect those regionsto be
places like the region nearer to the gas production
typicdly. Sotheinterior west, for example, or parts of
the southeast would be the sorts of regions you would
expect that kind of phenomenon to comein.

Agan, | need to get better guidance from the
Commission about how much detail we are talking about
before | say this region or that region and they built this

much.



MR. MERONEY: Jm, a this stage, you can
certainly tak in terms of examples. | think the issue
that you are talking about moreis exacting at what leve
of detall are the specifics going to be released by the
Commission.

| would just like to sum up with athing of
reinforcing one of the thingsthat | think Charlie was
saying. Thismodd isredly focusing on economicaly
efficient outcomes. It isnot taking apogtion with
respect to retail access and with respect to some things
that might be linked in discusson with RTO development.

It isassuming RTOs come in, thet they facilitate
efficent marketsin the aress; but dl throughout the
development of RTOs since '88 and the | SOs that were under
that, these devel opments are not necessarily linked to a
particular regme with retall or other things that might
affect the development of power in aparticular area such
asciting.

We are not trying to conceive of this as some way
to encroach on anybody esgsjurisdiction. So it just
happens to be very difficult with amodd like this to make
ageneric cdl. So you have a generic sort of run becomes
the retall access run because it getsfarly wdl entwined
with exactly how you people would think that would play

out.



There are actudly quite afew disagreements
about how much efficiency or inefficiency isinduced by
particular configurations going forward.

And so this study is assuming that you get some
comptitive effects out of RTOs in any of these cases.

Doesthat sound like afair description of what
you thought you were doing, Jm?

MR. TURNER: Wadll, yes, because to me the
amplifying concept is contracts, right? | mean dther the
system digpatches efficiently and somehow those prices get
put through to someone or you have got a contract system,
whether you want to cal that native load or nat, it is
cregting a different outcome.

That's certainly plausible, but the way we did it
for this sudy, again because it isnationa and long run
mostly, we decided to preserve the competitive dispatch
within each region and people can | think take pricing from
that and actudly -- you could actudly impose different
sorts of contract mechanisms on that if you wanted to think
about consumer impact.

Aslong as the spots sort of pool clearing in the
region occurring for digpatch, you can actudly think about
that a number of different ways and it wouldn't affect the

results of this study.

MS. HOCHSTETTER: Sandv Hochstetter again. So
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what you are saying is it wouldn't affect the cost benefit
equation?

In other words, if you didn't dispatch on a
comptitive basis, the existing base |oad generation,
that's not going to have an impact or change the benefit
caculations?

MR. TURNER: What | am saying, no, isthat we
assumed the competitive dispatch would occur. Aslong as
that pullsthe hold, the results here would hold. That's
an efficiency result rather than an equity result.

If you interfere with the competitive dispatch by
Imposing a contract requirement on the generators, then you
have a different result. That would have to be andyzed as

adifferent case.

MS. HOCHSTETTER: Okay. Inother words, you are

saying that these cost benefit results are only gpplicable
if dl exiging generaion goes into the compstitive
wholesde market?

MR. TURNER: Or some equivadent that gets you the
same dispatch, yes.

MR. MERONEY: We are assuming in particular that
RTOs per se don't necessarily affect that, but they do
result in overdl efficenciesin any case.

Whatever is-- it isnot making specific

assumptions about the wholesale market in that sense
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because there aren't specific parameters in the modd that
would, for example, create something that was a particular
way in which contracts played out or native load played
out.

It isassuming that whoever is sort of holding
therights of this digpatch, let it be dispatched fairly
and efficiently. Now, if it is native load, then the
result isthings are sort of -- economy sales, for example,
are directly captured for customers, then that's a question
of where the resulting benefits go.

But we are, neverthdess, assuming whether it
happens as aresult of aretal regime or just because
there are more players in the wholesde market who are
resdling to retive load, for example, that RTOs have an

effect on the overdl competitive environment.

MR. WHITMORE: Let meask one question on this,

Jm.

Isit the case that this assumption of efficient
dispatch is the same in the base case and dl the other
cases?

MR. TURNER: Yes Itis

MR. WHITMORE: In looking at the benefit Sde of
this, there is no difference between the way thisis
treated in the base case that's being compared to in the

policy?
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MR. TURNER: Yes, that'sright.

MR. WHITMORE: So any problem that people might
have with one, they have with the other aswell?

MR. TURNER: That'sexactly right. If people
think thereis some set of contract requirements thet's
affecting the generators and keeping the efficient or the
sort of optima digpatch from occurring, that would be just
astruein the base case as it would be in the policy.

MR. WHITMORE: Thereaultisif youdida
different set of runsthat assumed adifferent kind of
digpatch, you would do that both for the base case and the
policy case and the end result would likely be a continuing
set of benefits?

MR. TURNER: Probably, yes. If the assumptions
that differ between the base and the policy case are
smilar to the ones we have got here, then you could run
the digpatch differently in abase case and run it
differently in apolicy case. Probably get the sort of
shift between the cases that you have got here, but it is
hard to say.

The details would be presumably quite different.

MR. SCOTT: Greg Scott. | am aCommissioner on
the Minnesota Commission. Can | step back and ask a bigger
picture question?

Woas this report intended to be an objective



andysis or was this report commissioned specificdly to
support FERC policy?

MR. MERONEY': It wasredly intended to be an
objective andyds and it was the objectivity andyss that
was supposed to be supportive of the decision.

MR. SCOTT: | just wondered becauseit just seems
that there is an interesting dynamic going on where FERC
folks are serving up softbalsto Mr. Turner and it is
amazing to me that Mr. Turner's answers dways seem to
support the direction that FERC is going.

And to follow up with the gentleman from
Tennessee asked the question about the cost benefit
anadyssand Mr. Turner's response was essentidly that it
was up to the reader to decide whether the net benefits
exceed the net costs.

| am wondering has FERC reached an opinion on
whether the study indeed supports the notion that net

benefits exceeds net costs?

MR. WHITMORE: Thisis Charlie Whitmore at FERC.

| have no ideawhat FERC and | don't think anybody in this
room has any ideawhat FERC has concluded or not
concluded.

My impresson isdl of the Commissoners are
dill looking at this,

| would sav a couple of thinasin response. The
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firstisthat | think both those of us & FERC who are
looking at the study and the Commissoners were surprised
by at least some of the results. | don't think necessarily
going into this that we expected to see price risesin some
regions. | don't think we necessarily expected to seethe
transmission only case would be as smdl areault asit
appears to be.

And | am pretty sure from things that the
Charman has sad, for ingtance, that he is consdering
carefully the implications of things like that.

In terms of serving up softbals, if that's what
it sounds like, | gpologize. | am just trying to make sure

that we understand what was actualy being done here and o

MR. SCOTT: A followup to that because one of the
thingsthat | think especidly those in the Midwest are
very sendtiveto istha sometimesit feds as though
folksout in D.C. aren't terribly aware that we are here,
firgt of dl, and secondly that we are different. We are
not like the east coast, for example, that our market
conditions here are different.

And | am wondering if in this sudy isthere room
for the FERC to understand that the Midwest SO, for
example, may have market conditions that are different from

other 1SO market conditions and that, therefore, should
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lead to different policiesin terms of things like
transmission pricing?

Or sometimesit fedsto me like we are basicaly
trying to do aone sze fits dl gpproach.

Is FERC open to the possibility that one sSze may
not fit al?

DIRECTOR MEYERS: Yes, | mean| think the
Commissioners have said on the record on many occasions
that, sure, there is going to be some standardization
that's needed in market desgn and the like; but generdly
spesking there is going to have to be dso some
customization that's going on region by region.

| would like to know if anybody has comment.

MR. SCHRIBER: Alan Schriber from Ohio. | want
to be able to get in here afew minutes.

My reading of thisand listening to what | have
heard so far and in the past and having read afew things,
the spirit of this entire exercise rings alittle bit
differently with me than perhaps most others.

For onething, | don't see this as the definitive
policy driving exercise. | seeit asred interesting. |
Seeit asan educationa exercise. | seeit as one that
gives usthe ability to see how certain variadblesrelate to
other variables.

In no wav would | assume that the outcome of this
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isgoing to be as| said the definitive policy driver. |
think to the extent that there are certain outcomes that
may raise flags, then certainly they are worth going for
further pursuit.

On the other hand, | also know that dl the
dates have different interests and well they should. |
think if welook at it like that and say, yes, we dl have
differences, we have different 1SOs, some of us have more
than one; but nevertheless | think that this should be
taken aswhat | think it was intended to be and that is
clearly something with which we can run smulations, with
which we can -- just atool that we can begin to play with,
if you will.

MR. RUSSO: | think you hit the nall right on the
head. Thisisatool. We are going to be including this
in the dockets of al the pending RTO applications before
usand so it isgoing to certainly be considered; but the
notion that the Commission these days would be considering
one szefitsdl for every RTO region, no, | don't think
that'sthe case at dl.

In fact, Ed Meyers group, which | am apart of
now, State Relations, is to redly explore those
differences and redlly try to arrive a a good working
relationship with states and Commissionersin specific

reqions.
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So, sure, we are going to use the report where we
can find common ground and we are going to back away from
it when State Commissions and regions tell usthat we are
not quite likethis. So thereis agood recognition of
your differences.

DIRECTOR MEYERS: Let's move onto some good hard
fast balls and diders over the insde corner here.

But obvioudy thisisjust one product and the
fact is throughout the regions various cost benefits
studies are being devel oped and they will dl be part of
the equation; but the point we want to make at regiona
pand meetings, the Sate regiond panel meetings will
obvioudy use this report plus dl the other reports and
any other arguments and try to arrive a aregion by region
consensus between FERC and the states as to how we should
move forward.

Right now we are just going to try to get at some
of thisdatahere. Let's have the tough questions.

MR. GILLIS ThisisGay Gillis. | might havea
dider for you. | am not sure about the fast ball.

| am interested in assumptions and unlike
Chairman Schriber in Ohio, | don't know the assumptions
that were included so | have to continue to ask those.

But on the demand sde management or demand side

response, what were the assumptions that were included and
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how were they included and were they universa?

MR. TURNER: ThisisJm Turner here. The demand
sde of the equation here sarts from regiond forecasts.

ICF has regiona demand forecasts which issmilar to NERC
forecasts. They start from NERC forecasts but one thing
that is important to understand, these days NERC's
forecasts include some demand response programs.

They include demand response programs that the
utilities report to NERC. So thereis some amount of load
management going on even in a NERC forecast to sart off
with, but not very much.

What we did to estimate the potentia for some
additional demand response was basicdly to take arather
smple nationwide gpproach to some consumer price
response. And the way we did that wasto consider price
eladticities between the segment -- between the low demand
and high demand parts of each region. Thereisaprice
difference.

And what we did was dlow something like haf --
we made ajudgment cal just to keep usin sort of a
reasonable bal park, we would dlow haf of consumersto
respond with aquite low price eadticity. Price
dadticity like 21 which most economists would say wasa
short run as opposed to long run.

From that we went region by region and applied



that gpproach gatigticaly and from that we got what
amounted to a nationwide key deproduction of 3.4 percent.
So that was the assumption that went in for demand
response.

It isregion by region but the gpproach is the
same for each region.

MR. GILLIS: Did you use the same assumptionsin
low cogt states asyou did in high cost statesis my
question?

MR. TURNER: Wadll, the assumptionisthe
behaviord assumption. The assumption is the consumer
price dadticity. That'sthe samefor dl regions. That
gives you adifferent result in alower cost than a higher
cost region, but it isthe same behaviord assumption on
the consumer side.

MR. GILLIS: | guessmy point and what | am
trying to makeisthat in low cost sates, behaviord
assumptions would be much less and you would save much less
in low cogt gtates than you would in high cost Sates?

MR. TURNER: That'sindeed what happens. Itis
really spread between the peak and off peak that gives you
the response in this gpproach.

If thet is alower spread in one region, there
will be amuch less demand response because it isthe same

price dadticity reactina to a smdler price chanoe.



DIRECTOR MEYERS: And, Jm, as| understand it,
you only assumed that haf of the potentid of demand
response was used in this as your assumption?

MR. TURNER: Yes, that'sright. | think that one
way to look at thisisto look at again related work on
thisissueand | think that this kind of overdl result in
the 3.4 percent range is pretty condstent with other
Studies.

In fact, you can go back to Oak Ridge that was
mentioned in the Oklahoma context, and Eric Herst has done
afar amount of work on this recently. If you go back to
the past, Carol Dall collected dl the eectricity price
eadticity that anyone hasfigured out.

And in previouswork severa years ago, you know,
we were consdering dl those price dadticitiestoo. So
haf the consumers have a pretty low price dadticity. We
just wanted to get the demand responsein the equation in a
way that wouldn't be optimigtic or pushing the boundaries
if you seewhat | mean.

DIRECTOR MEYERS: Charlie Whitmore indicated
earlier that we were surprised around here by some price
increases in the regions and some -- and dso the fact that
the tranamission only case produced a pretty smdl gain.

| have to say dso that many people around here

and the Commissioners have stated this too that they were
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surprised by the extent of the gain from the demand
response case. Just tacking on the demand response by
itself produced something like a 50 percent gainin overdl
benefits taking us up to that 60 billion mark.

So there were some surprises on the plus sde of
the equation as well.

MR. TURNER: Yes, the Commissonersin the FERC
meeting expressed asimilar viewpoint. If you look at
things that Eric Herst has done, he was looking at the
effect of having alimited amount of demand response on
peak pricing.

There are very dramatic effects. It is something
that people need to take very serioudly.

DIRECTOR MEYERS: Okay.

MR. PROCTOR: Thisis Mike Proctor, Missouri.
Just to follow up to make sure | understand what's being
sad, the price dadticity impacts, the .1 percent was only
applied to on peak periods?

MR. TURNER: It was applied to the price
difference between pesk and off peak. It ismore of aload
shifting requirement.

MR. PROCTOR: Would you explain that? Does that
mean off peak load it went up and on peak load went down?

MR. TURNER: Tom, the way we handled it here we

basicaly usad it as a pesk load reduction. Y ou can do
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thisalot of different ways and ICF has actudly done this
many, many different ways.

We can actudly rig the model up to have dynamic
demand response. It isone of those things that getsto
sort of an experimentd point in the modding and we
decided to again take a Smple and transparent approach to
the issue.

So in thisingtance we were gpplying that
eladticity change to the spread between the off peak and
peak prices and dlowing that demand reduction on peak. |
can check back. Our expert is David Casson. Heis
actudly doing work right now on thisissue for other
folks. | would be happy to follow up with him and get back
with you on what he did and how it works out.

MR. PROCTOR: Thank you.

DIRECTOR MEYERS: ThisisGary Gillisagain?

MR. PROCTOR: No, no. Thisis Mike Proctor,
Commissoner.

MR. TURNER: | gpologize. | will make anote on

that.

DIRECTOR MEYERS. Do we have any further comments

or questions or are we wrapping up early now or what?
MR. PROCTOR: ThisisMike Proctor from the
Missouri Commission: Just one lagt thing.

From what | looked at and trvina to Lnderstand
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this, undergand what's going on in the modd and | am
amog alittle reluctant to pick it up because it focuses
on one particular region, and that's the energy region.
What shows up in the transmisson only caseis
that al of the high cost subregions within the RTOs, the
highest cost regions get alittle bit of a price decrease.
Almog al the other lower cost regions get a decrease
except in the case of the southeast RTO region with energy.
That'sin the transmisson only cases. Trying to
understand that along with in the RTO policy case, dl of
the lower cost regions, the Six lowest cost regions out of
the 32, end up with price increases which | kind of
understand because they would be exporting power and, when
| looked at those in the 2006 case, they were exporting.
Except again Entergy and in this case Entergy
turns out to be a net importer of power and actudly
experiences a price decrease. Entergy iskind of an
anomdy in the modd and | frankly don't kind of understand
why Entergy isn't exporting like everybody €se and why
even interndly within the region in the transmisson only
case, why prices are going down there and not in some of
the higher priced regions.
MR. TURNER: Wdl, thisisJm Turner again.
That's an interesting observation. Entergy has some

characterigtics that could result in this sort of effect.
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| would have to andyzeit alittle bit more in depth to be
definitive about that.

| can think of two things about Entergy thet
might make it alittle different than some of the other
regions. Oneisthe pattern of new builds, dready
announced new builds going into Entergy. That can cregste a
dramatic capacity overhang that sort of putsthemina
different pogtion in terms of meeting their own load.
That's one thing that you wonder aboui.

The other thing you would wonder about is
Entergy's role in terms of moving power through the
southeast more broadly. That isto say there would be a
lot of power going into and out of Entergy and it would be
those changes, for instance, the opening up the Florida
export market, that could put them in a somewhat different
pogition, sort of throughput or freeway, if you will.

So those would be the sorts of things that you
would look &t.

Then findly again it comes back down to, you
know, what isther regiond supply curvelike? Do they
have alot of large unitsthat create big stretches of
supply curve or do they have alot of smal units that
create that sort of ramp up in the supply curve? That's
something you want to break down in the detailed results if

vou were to explain what goes on with Enteray
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goecifically.

MR. PROCTOR: Mike Proctor. Intermsof letting
power through, that was the explanation as kind of givenin
thereport. And thereisan increase by -- from Entergy
into Southern.

However, overdl Entergy tendsto be an import
region. That import for the 2006 scenario are about ten
tarawatt hours.

MR. TURNER: But tha dl stson top of my
export pattern in the base case.

MR. PROCTOR: | understand that.

MR. TURNER: Right.

MR. KAISER: Mike Kaiser from Michigan and before
we go | would like to make a couple comments. The firgt of
which isto thank the FERC folks for involving the Sates
in the advisory group that did provide someinput on this
sudy. And | have to say listening to the questions they
are very good and were certainly anticipated based on the
work that we did.

| would echo jugt briefly the Commissioner
Schriber's comments and that is we understood thet thisis
avery broad gauged study. It isan aggregate piece of
work and there certainly are many specifies that may need
further investigation certainly by FERC aswell asthe

regions and individual states.
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But it does provide some results that are at
least directiona in terms of what some of the expectations
areand | think we will be able to go back and do amore
specific andyssin each of the aress.

Onefind comment: There has been some
discussion about the stigticd rdiability, putting
degrees of competence on thistype of sudy. | redly
don't think that there is a study that involves so many
variables over such along period of time that could do
that. At least from my experience and | have consderable
inthisareg, | just don't think that's doable.

Thereis certainly other dternativesto
exploring the issues involved, but | am not sure that this
sort of andysis could ever provide some sort of
confidence, at least not that would have any rdiability.

Agan, | want the thank FERC for involving the
dates and at least it was hpful providing some
assumptions on scenario development.

DIRECTOR MEYERS: Wédll, dong that note,
obvioudy we thank you. | mean everybody on the call.

No, we are not wrapping up, but | just wanted to
get thisin. We do thank you. Thereisgoing to be some
criticiam that's hedthy asto where we are dl going with
this. We are curious too where the FERC is going to end up

in this.
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But thisal contributes to the policy
discussions. But thanks for the process so far.

MR. HUELSMANN: Marty Huelsmann from the Kentucky
Commisson. Let meask one. The study assumed that there
was no ISOsin existence and | guess | question the fact
that there are severd 1S0sin existence right now and
evident in exigence. Why they assume none.

Then further, what cost savings are going to be
incurred by the utilities for heading RTOs? Isthat
something we are going to get on the inputs that you are
going to give us, the assumptions?

MR. TURNER: ThisisJdm Turner. We do include
the existence in the base case and in the smdller activity
case we |eave those separated out.

The existing 1SOs are incorporated as part of
ICF's normal approach to wholesa e power market
forecagting. In other words, when we establish abase case
and thiswas, you know, carried over into the FERC work, we
do include those ISOs that are up and running.

So that would be, you know, the three
northeastern ones, Cdifornia, and Texas. So for those
purposes for interregiona transmission within those 1SOs,
that was established in this base case and carried
forward.

Y ou asked about cost savinas. Do you mean sort
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of consolidation savings like control area consolidation of
savings?

MR. HUELSMANN: | think one of the reasonsto
have an RTO other than reiahility, there would be some
savings on the utilities for having that. So the cost
savings of the utilities for having an RTO they would be
laying people off and things like that?

MR. TURNER: Right. You would think of amerger
type Stuation, right?

MR. HUELSMANN: Right.

MR. TURNER: That was part of the trade off on
operations costs. We decided that it was sort of beyond
where we were -- it isoutdde the modd, point one. We
did some things that were outside the model; and for
operating cogts, we were confronted with both.

The difficulties of that kind of indtitutiond
anays's because you then have to know or assume which
expansion modd is going to be used because some areas will
consolidate their control areas and others won't. So one
model would be to consolidate them. Another model would be
leave them where they are and only operate them from a
unified market platform.

And that relates back to start up costs because
again the degree that an RTO does consolidate existing

control areas, it may aso build a new operatina center,



for ingtance, or it may lay in new infrastructure,
communications infrastructure, fiber optics, that kind of
thing.

Those details of the expanson modd complicate
the assessment of those savings. So we in the end decided
to leave that alone and call that a net wash because the
trade off between merger type savings and increased
functionality and infrastructure requirements to us we
couldn't make an assessment, a net call on that one way or
the other.

That might have not been lad out as clearly in
the study asiit should be, but that's actudly the way it
worked out.

MS. BODE: Denise Bode again from the Oklahoma
Commission.

What | am interested in knowing is what the next
depisintermsof andyds. As| mentioned earlier, we
have done somein-gate andyssin Oklahomawith Oak Ridge
and after having heard this discusson are probably
interested in working with you al to do some more andyss
in this area focusing on these issues.

We are wondering what steps FERC is contemplating
in terms of taking this andyss alittle further and
whether other states might be interested in doing alittle

bit more gtate focused andyss usina the models that are
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avaladle.

DIRECTOR MEYERS: Wél, you know, | think the
next sep is coming up on April 9 when the satesfile your
comments and that's something that one could see -- the
type of comment that could appear in something like that
offering a next step dong those lines and, of course, we
are going to have those regiond pand meetings where we
will be discussing | am sure the cost benefit data and how
it relatesto other data that you may have devel oped and
what policies may come out of that and where do we go from
here.

But right now we are at a datistical sagein
this sudy, but it will evolve pretty rapidly into policy
discussons.

MR. RUSSO: | think the Commisson might be sort
of very predisposed to looking at regiond andysis as
opposed to just astate by state. So | would hope that
groups of gatesin aregion would sort of get together,
talk amongst yoursaves and sort of try to pool your
comments and say, ook, thisiswhat we are interested in
for our specific region and hopefully we can kill severd
birds with one stone as opposed to going state by state.

That's just some food for thought and my own

persond thinking on theissue,

MR. WHITMORE: Thisis Charlie Whitmore at FERC.
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| would just add to that that | think in many respects this
study, we looked at it as the beginning of a process rather
than the end of a process.

We hoped that we could get abasic framework out
on the table that we could then use as a basis for
discusson going forward. That's not to say that
everything init is perfect or tha there won't be some
discussion about what might be changed; but &t least we now
have a common ground that we can dl talk around what
assumptions make sense, which ones don't, what else needs
to be done and so forth.

On theissues ecificdly going forward of more
andyses, | think my understanding is that what the
Commission would liketo do isto get dl of the requests
in, sort of inventory them, see what's there, and then make
adecison from there as to what we would like to do going
forward by oursalves, what maybe it makes senseto do
together with you or other people, and what might make
sensefor individual or groups of statesto do together on
their own.

| am sure that, well, | can't swear to this, but
| would assume that you are going to be part of that
discussion as to who does which bits of that.

DIRECTOR MEYERS: In other words, when the

filinas comein on April 9, we don't know &t this point
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whether there are going to be alot of requests for new
information, new runs or whether there will be afew.

So it hasto be organized and examined before
getting back to you.

MS. BODE: Wdll, | think that we are very
interested in having that that's why we went out and spent
our own money doing andysis on our own sate.

We have aso spent some time looking a what
Arkansas has done. | think the Arkansas Commission has
a0 commissoned a sudy that they have abadsfor
looking at their own Stuation at least on transmission and
generation.

I know some of the states are in the process of
doing that. | would think thet kind of information would
be criticdly important for a broader anadlyss of what the
impact and the successfulness of an RTO would be in our
area.

Agan, | wanted to reiterate | think the numbers

that we saw for Oklahoma just don't make sense. Even for

now or four years from now, they don't make sense because

when you are off $10, you know, a megawatt hour, that is
more than just sort of an -- aso the fact that we are

being andyzed in aregion that we redly don't -- we don't
think of and people in our region don't think of being what

anormd reqion isin terms of our market for power. Our
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market for power redly iswith Arkansas and with Kansas
and in that areagoing east as opposed to going west.

So the basisfor that andyss | don't think --
how successful an RTO can bein terms of trade and dl
thoseissues | think is probably not agood basis at least
for us.

So | just again want to share those thoughts and
that we will be offering our suggestions and our
information and | do think it would be agood ideafor a
litle bit -- arelook at some of the base information that
you dl put into the sudy and then dso doing alittle bit
more detailed research on how it isgoing to impact.

Evenif you look & it from aregiond bass, |
would not have eastern New Mexico and Oklahomatogether in
aregion because | think that that's probably not agood
bass for looking a what our costs are now and what our
production costs and energy costs arein going forward in
the future.

DIRECTOR MEYERS. We can say from thissde here
that the FERC has made a commitment to working with the
sates and s0 the states are going to be setting this
agenda going forward as well asthe FERC.

So if Oklahoma, Arkansas, Washington State, what
have you, wish to have a state consderation on the table

or whether it is goina to be by reaion or what should bein



theregion, dl of that are policy itemsthat will be
congdered if you bring them to the table aswe go
forward.

MR. WHITMORE: Chaly Whitmore. And also we have
heard the specifics of what you are asking and | would be
virtudly certain that we are going to look into it and see
what the dedl isfor both the generation costs and the
breakdown of which region iswhich.

| think we don't know what the answers are to
that right now, but we will belooking into it.

MS. MUNNS: Thisis Diane Munns of the lowa
UtilitiesBoard. | have some concerns coming from the
other end as a sate that hasn't done the kind of analysis
that Oklahoma has done. They have done their studies so
they have some point of comparison with what you did to
make comment on it.

We haven't donethat and so | Sit here and think,
you know, gee, Oklahoma did their sudy and it redly
somewhat contradicts what's coming out here. Do we need to
do astudy? If we don't allocate our -- are we going to be
bit by thisthing later on?

We don't have any way to judge the vdidity
without going in and doing that kind of thing. So | guess
we have had some discussions here of what is the purpose of

this cost benefit andvds. Isthisapoint intime,



beginning point, or will this be used as a definitive
policy driving document?

So that's where my concern is after hearing what
Denise had to say.

MR. WHITMORE: Charlie Whitmore. Everybody at
the table hereis glent and | am not quite sure what to
say interms of individud states. We have done our best
to makethisasfar astudy aspossble. | think the
consultant has as well.

As| say, when there are discrepancies between
this and another study, there are lots and lots of reasons
why that might be and until we have a better idea of
exactly why discrepancies are there, it isalittle hard to
judge what to make of them.

| guess my sense would be that this modd and the
basi ¢ gpproaches used here are things that companies around
the country arerelying on alot. We have relied on them
before. So has EPA, DOE. So are some dtates doing it
now.

So | think it has got a pretty good track record
and before assuming that the discrepancies are the sort
that would cdl into question basic conclusions, | think we
need to do alittle more research and figure out what's
going on with them.

MR. TURNER: Let me make two very quick points
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about that. Point oneisthat we say in the study that one
of thethings to look for is detailed regiond, for

instance, matters. 1t would be very useful to consder
both looking a things in more detail from region to region
and making some adjustments, some changes to the
assumptions, the RTO boundaries, things like that to
investigate further how robust the conclusons are to
different conditions and different assumptiors.

| am persondly and | think ICF is generdly very
focused on uncertainties and very focused on | think the
more fundamentd task is that these are very large markets
geographicaly and there are very tight links between the
regiond markets and naturd gas, environmenta and other
input markets.

So one thing that could drive changes or
discrepancies between studies is how did one study or
another handle changes that might be occurring very far
away from your state, but changes might be occurring in New
England or in Horidaand affecting the Midwest, affecting
what Oklahomawants to do in terms of exports.

So those are very important issues to get a
handle on. And | think that beyond that | would just say
that | have used alot of different moddsin my career. |
would like to say that ICF is not necessarily married to

one particular modd or one particular approach.
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| think, for ingtance, that that Oak Ridge mode
isavery ussful tool to andyze some of these issues. It
Isjust that when you get into the type of work, you have
to develop some knowledge, some expertise. Y ou may end up
relying on people, trusting people to tel you how the
models work and what the results were.

I would be persondly happy to advise anybody on
different kinds of models and what's the appropriate kind
of andydsto look at if anybody isinterested in talking
about thoseissues. To meit isvery important to consder
aternetive tools and using the knowledge base that's
aready out there.

MR. MERONEY': | just would liketo reinforce
something Tom said before, that thisis to the extent that
this can be looked at within some sort of regiond
framework where states or others are kind of pooling their
resourcesto look at it not as broadly as this study has
but more regiondly in terms of how it affects your region,
that that can be fairly important.

There is some vauein usng the sametools.
Thereisdso afar amount of vauein diverdty and, in
fact, fairly hdpful thet different partiesin the
northeast have been looking at the costs of the ISO and
different parties in the west have been looking at the 1ISO

west with different modds.



| can't gpesk for the Commission, but | redly
would say that thisis hopefully a decent sart to what
needs to be a process of looking as closdly as possible at
how this sort of regiond initiative would play out.

MS. MUNNS: Diane Munnsagain and | appreciate
the discussion onthisand | guesswhat | hear you saying
isthat we dl do need to take some time with thisandyss
and look a our own states and let you know through that
comment procedure.

DIRECTOR MEYERS. Right. AndthisisEd Meyers.
Thismay be agood timeto kind of summarize what you dl
have asked usto do.

Y ou have given us anumber of tasks. Firdly, we
are going to be e-mailing you the assumptionsused. We are
going to get clearance here, of course, but we should be
able to get that out to you in the studly.

Jm mentioned there might be 50 or 60 of them.

We will be doing thet for Marty Hudsmann and others. For
every one dso in response to Gary Gillis, we are going to
be e-malling you the RFP used to kick off this study.

Thirdly in response to Denise Bode, Jm isgoing
to be working with the Oklahoma folks to take alook at
those power flows from to the east or versus the west or
just get some clarification there and see if we can bring

some clarity to the table on that one. We don't have
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anything definitive on that, but that will just have to be
worked through.

MR. TURNER: We need to get the contact
information for that, but we can do that separately.

DIRECTOR MEYERS: Okay.

MS. HOCHSTETTER: Sandy Hochgtetter. | have got
aprocedurd question. Inlight of dl the different
proceedings that are going forward at FERC and inlight of
the critical issues that have arisen, | am sure will
continue to arise relaive to this cost benefit andysis,
how are we going to dow down some things or proceed on
multiple pathsin order to resolve what | think isa
pivotd issue, namdy this study before we do some other
things?

DIRECTOR MEYERS: We have a vehicle established
by the FERC and that's the State, Federa regiona panels.
So obvioudy at any point in this the FERC could say that
we have enough of a consensus and we are going to move.
But generdly spesking, thereis a consensus building
process so the pace, palicy, generd direction, what we
need to do next | think thereis a process set up to answer
al of those questions and we are just going to be getting
into them through the state, Federd process aswell asthe
filings that are going to be coming in and placed into the

dockets. That'sthe best | can sav for now.
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MS. HOCHSTETTER: In other words, RTO decisions
can be made and standard market design rules and tariffs
promulgated even though we are trying to aosorb this
concept analysisand --

MR. RUSSO: | think -- | don't want to kid you on
this. Certainly there will be movement on dl fronts. |
think what we are saying is we are going to be making the
rest of the Commission saff and the Commisson is aware of
what's coming out of these teleconferences, the state and
Federd panels and sort of to assure the State Commissions
that they are being heard and we are passing that
information onto the decision makers here.

So if they need to dow down on standard market
design, they have that before them and that will be
certainly ther cal. | think that's what they charged us
to do essentidly.

DIRECTOR MEYERS: Wél, they arethe policy
makers so we are just going to work this process for dl we
can do and to see where it goes. So we are as curious as
you are about this and so we will be setting agendas
together.

But just getting back to these deliverables, so
the third one was the cost of generation, Oklahoma, whether
itis 28 versus 38 and the like.

Fourth, there was a satement made that |
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believe, Jm, you sad that you would develop afew more
dides on how generation efficiencies are achieved?

MR. TURNER: Yes. | would think that the
assumptions documents that we have interndly looked at for
| CF have been released and was developed origindly around
the November, December, time frame and that was mostly with
the base case assumptions.

So | think it would be useful to add afew items
on some of the scenario assumptionsin order to satisfy
people's desire for that information.

DIRECTOR MEYERS: Okay. And, fifth, one of the
things we are going to consder, no decisions yet, but the
Table 3-7, whether there could be regiona breakouts of
thisand arelated matter involves bresking out the TVA
separatdy and some other states and regions have concerns
about more detailed data.

We would imagine that some of that will be
showing up in thefilings of April 9.

Next there was a statement made about trying to
net out the production versus the start up costs and ICF
meade the statement that the datais reveding in the
document so that the state's staffs can do this kind of
breakout based on the data provided in the report. | don't
know if you, Jm, if you are going to make any mid range

case on sartup costs or anvthina like that or whether you
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just leave it up to the States?

MR. TURNER: My guessthat's up to the Commission
saff redly. | will do whatever | am directed to do.

DIRECTOR MEYERS: Sothisisone of theitems--
some of the things we committed to do now, but others we
are going to take into consderation and look at the whole
hopperful of requests that are going to be coming in April
0.

Next a question was made about statistical
sgnificance and confidence intervas. |CF made the
statement that the concept redly does not apply herein
their judgment. Neverthdess, they are going to go back
and think about this and talk to some colleagues there and
whether any further gatements can be made regarding
datistica sgnificance.

And the last one | had, maybe somebody else has
taken better notes, but in response to Mike Proctor, maybe
alittle bit better explanation of the demand response case
and exactly how it works and, Jm, did you say you would be
providing this?

MR. TURNER: Yes | think that it might be
another thing to put in the assumption documents because
again that's a change between the base case and the policy
scenarios. It isamilar to the generation efficiency

assumption.
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Maybe | can treet that in explaining alittle bit
better exactly how that was done in the assumptions. That
would be something to look for when that comesin.

MR. RUSSO: | think Mike Proctor aso wanted, Ed,
amore detailed explanation of the tranamission only case.
Specificaly why production costs go down and pricing goes
up.

Isthat correct, Mike?

MR. PROCTOR: That's correct. | have been kind
of looking at this graph on page | think it was 67 that was
trying to explain that and | think | am just looking for a
little bit more detall with respect to that figure and
what's going on there.

But in part the sudy istryingto -- | agree --

Istrying to address the fact that you can have costs
decreasing and yet have overdl pricesincrease.

MR. TURNER: Yes, we certainly made an attempt to
explanit. Wewill explain it further if people want to
discussthat a some point. | think it is avery important
and somewhat interesting result.

MR. PROCTOR: | am not sure | am looking for
anything more.

MR. RUSSO: Iseverybody sort of confused by this
Fgure3-7?

(No response.)
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Slenceisan affirmation that you are.

DIRECTOR MEYERS: Sol think --

MR. WHITMORE: We are here so.

MR. MERONEY: We could charge Jm with explaining
it to Tom's satisfaction perhaps.

DIRECTOR MEYERS: | think --

MR. TURNER: Part of the problem isit would be
better to use actud regiond supply curves from the runs.
That'sjust aleved of detall output thet in this sudy we
weren't reporting and so that gets back to the leve of
information question, we have more on that.

MR. MERONEY: Does|CF have aproblem in doing
that or isthat proprietary stuff or isthat only a FERC
issue?

MR. TURNER: No, asfar as mode outputs go,
bascdly you can direct usto whatever leve you fed is
appropriate.

MR. WHITMORE: It isgetting alittle late here.

We will amply commit that virtudly everybody who looks at
this study sees this as a problem and we need to come up
with a better explanation of what's happening and why and
wewill do that.

DIRECTOR MEYERS: Okay. Any further businessfor
the cdll? | sure want to thank everybody for participating

and we will have further cdlsin the future and we will
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sgn off for now. Have agood day.
(Whereupon, at 12:03 p.m., the teleconference

was concluded.)
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